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ABSTRACT

Increase of effectiveness is one of the aims afgpidation. In Iran also, privatization of governmted enterprises
to the aim of effectiveness has gained huge conftem the system soon after notification of gengralicies of the

Principle 44 of the Constitution.

To answer the question that has Privatization érfae on Improvement of Effectiveness of Privatipedblic
banks? Following a SFA approach, a number of Reedtpublic banks after and before Privatizatiorrevmeasured in
terms of their effectiveness .the findings show tha effectiveness of the whole range of the Rided public, compared
to that when they were part of public sphere, vess leffective. Therefore, no direct cause effeletiomship between
privatization and effectiveness. Thus, the onlgralative to making the public enterprises effecitsveot made possible by

the privatization of these businesses.
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INTRODUCTION

The literature on the impact of privatization oe financial and operating performance of firmsxteasive and
thoroughly reviewed by Megginson and Netter (2084 Djankov and Murrell (2002). Most empirical sagldocument
enhanced post privatization performance by newiyatized firms. Such evidence is provided for firmsdeveloped and
developing countries, as well as in transition ecoies. But on the effects of privatization on tffe@iveness of the study
have not been found. Privatization has been ingniah in reducing state ownership in many countigd many sectors.
A closer look at the privatization experience asr@suntries and industries suggests that there erissiderable
differences in the way privatization is implementédost developing countries launched their privatigns focusing
primarily on competitive firms rather than strategectors such as utilities, telecommunications lzamking. Since late
1970, privatization has become a dominant aim tional policies of the governments and each couht&ty pursued a
certain model of privatization according to its oeendition. Undoubtedly, privatization is definesl @elegating role and
function of governmental sector to private seckwotigh assigning enterprise’s ownership and manageto the latter.
Privatization is a method of enhancement of eféectess in goods and services’ production procesgedisas revenue
increase in enterprises. This way, economic perdioca and effectiveness improvement realizes thrawghting an
incentive system based on personal benefit. Gdpetalonomic reforms, financial development, finadntegration,

privatization, liberalization and consolidation amgoother trends have characterized these econ@mies the late 1980s.
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Investors seeking higher rates of growth or diVigradion were encouraged to enter emerging matketapitalize on the
abundant opportunities available. Banking sectomnierging economies often play a vital role inghecess or failure of
such initiatives. Thus, they attract ample attentespecially because of the rich and complex enwirent brought on by

dynamic and rapid changes in bank ownership.

Point of departure of privatization policy in Irdmas its roots in the First Development Plan, afté79
Revolution. Banking and insurance industries, theafid treatment as well as education sectors arsidered as those
points of focus gradually covered by privatizatipolicy, after the war. During recent years, impletagion of general
policies of the 44th Principle of the Constitutibas refreshed Iranian financial markets and econmoéne. Three
decades passed from commencement of privatizatiathe world, it has begun seriously in Iran upotifitation of
general policies of the Principle 44 of the Comsiiin, and in consideration of new Rules and stayupolicies including
The Future Outlook of the Islamic Republic of lianthe Horizon of the Next Two Decades, in additiorthe Law on
implementation of general policies of the Princigié of the Constitution as well as those Rules &b terms of

development plans of privatization in Iran.

Banks also are considered as one of the most iatoetonomic institutions and strong foundationdifeancial
system of each and every economy, especially in wiah underdeveloped and shallow financial markétgracting
peoples’ dispersed deposits, banks could supplynaatdilize financial sources of Iran’s economic depenent. Should
the banks be effectiveness, allocating and flowaagple dispersed deposits, they could preparerthend for economic
growth; otherwise they not only could not provide €conomic development, but also would creatdscrihis is why
privatization of banks and contribution of privatectors in banking system of Iranian economy wasmel as a solution
towards improvement of effectiveness of banks’ ganfance in Iran’s economy. The question is: “if gowmental
enterprises are necessarily ineffective, shall waclude for private enterprises to be necessafilgceve, and if

governmental enterprises should be deserted, whakke refuge in private enterprises, instead?
LITERATURE

A special issue of the Journal of Banking and Fieaf2005) on bank privatization and a new book Bglfinson
(2005a, 2005b) shed light on several empirical wank bank privatization. Among these papers, Megygirin his survey
paper (2005a) and book (2005b) concludes that @dfinqrivatization generally improves the performamnt financial
firms, the improvement is less than that observethé studies of non-financial firms. Also the autfinds that foreign

ownership involvement produces a positive impachank performance.

According to the literature on privatization, thevptization of the firms is effective. The degr&e which
something is successful in producing a desiredtiesuccess. Effectiveness is the capability ofdping a desired result.

When something is deemed effective, it means iamastended or expected outcome, or producesa dee

Meyendorff and Snyder (1997) examine the transaatistructures of privatization in three monobairsn
Central Europe and Russia. They find that thesemguorents are not working seriously toward breakipghe socialistic
monobank system as the states in this regiorcstiitrol monobanks. The paper argues that variamsactional structures
could have significant effects on a bank’s micnosture, strategy, and post-privatization perfornearn another study,
Unal and Navarro (1999) thoroughly examine the észi process of bank privatization in Mexico andyide a detailed

explanation of this process. They argue that thk td a previously enhanced legal and regulatoayngwork is a major
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obstacle in the full achievement of bank privai@matobjectives set by the government, so thereriseal to build a better

regulatory and supervisory environment long befbeeprivatization process starts.

Wachtel (1999), Hasan and Marton (2003), and Baorasan, and Wachtel (2005a) provide evidence thak b
privatization is difficult to achieve in transiti@conomies. However, the latter two papers alorly amother paper by the
same authors, Bonin, Hasan, and Wachtel (2005dtedthat banks with a greater foreign ownershiplvement are
associated with a higher effectiveness. These faside strong evidence that ownership structe@ly matters in
banking. The private banks in these studies aredida be more performance than their state-ownedreoparts, and the

gap increases when private banks are controllddreygn ownership.

Shaban &. Jame (2017) investigates the effectsmieoship change on the performance and exposuiski®f
60 Indonesian commercial banks over the period 20052. We find that state-owned banks tend to $& peofitable and
more exposed to risk than private and foreign babDksnestic investors tend to select the best pewos for acquisition.
Domestic acquisition is generally associated witbHearease in the effectiveness of the acquired shadkn-regional
foreign acquisition is associated with a reduciimmisk exposure. Acquisition by regional foreigiweéstors is associated

with performance gains
Bank Output-Input

In any economic entity like bank, the nature oflg@ad input is defined by our expectation and deton of the
entity.. In this case, the goals are profit anditipaits are the value of deposits and the numb#reobranch and the value

of loans.
Stochastic Frontier Analysis (SFA)

The former function indicates a higher potentiaipot for any amount of input.

Frontier production function

Ll
Figure 1: The Difference between Frontier and NormbProduction Functions

By this method, consistent Frontier function is iaekd. To estimate production function, a maximum
optimization is the common approach to measuriegetonomy because production functions are mawmmjimear and in

this method the compatibility of non-linear functis preserved.
ESTIMATION

Effectiveness is estimated as follows:

Impact Factor (JCC): 1.5429 www.bestjournals.in



42 Mohamamadreza Mohammadi, Mehdi Zahed,
Hamid Asayesh & Elahe Nhaijp Dashti

Table 1: The Result the Estimation of the Bank Praf Function
Parameters via Stochastic Frontier Method

Variable Parameter | Coefficient | Standard Deviation | Statistic t
Fixed 5 8.38 2.1 3.902
The number of the branciX, ) B 0.66 0.13 5.076
bank’s loan (X,) B, 0.83 0.33 2.515
The amount of deposit${;) B 0.83 0.15 1.767
Source: research findings
As illustrated table 2, the model is significantlahe estimate parameters are reliable.
Table 2: Variable Parameters
Variable Estimate Coefficient | Standard Deviation | Statistic t
Sgma- squared(c?) 7.55 4.55 7.64
gama(y) 0.87 0.13 7.5
LRtest 8354 | e e

Source: Research figdin
Analysis the Results from Model Estimation

The parameterl suggests that the number of branch influencexttly the bank loans as proved by the model
estimation § 1 =0.66). Considering the statistical significanGé/en that the whole range of the factors contiitguto the
profit initiatives remain invariable; a one — parcéncrease in the number of branch brings aboutvarage 0.66 %

increase in the profit.

The parametep 2 is indicative of the effect bank’s loan has tingrofit. Based on the estimation model, given
the fixed range of the fixed range of the paransetepacting on the loans, the above effect willdirect; given the

invariability of all the driving forces for the log, a 1% increase in bank’s loan will increasethenaverage, profit 0.83 %.

B 3 =0.83, Considering the statistical significanGéyen the invariability of the main factors driginthe profit
will be increased by 0.83 percent through a onecep increase in bank’s The amount of depositsvatent Table 3 , the
banks average effectiveness has decreased ovimnthe

Table 3: The Average Bank Effectiveness for Both Plic and
Privatized Banks based on SFA Method

Average Effectiveness
Before Privization | A Merger between These Branches
0.532 0.520

After Privization
0.471

CONCLUSIONS

Despite the belief shred by economists that puttiterprises are necessarily ineffective and prieaterprises

are unavoidably effective.

In this case study, demonstrated that privatizedrprises are not necessarily effectiveness contpatigose in
the public sphere. Perhaps, does not transfer ti@agement of banks (despite their privatization) s the problem is

caused by information asymmetry and lack of sugeri
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